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ance for extra profit due to new capital investments and
additional work, and to take account of the fact that machinery
set up and adaptations made specially for war purposes would
be of little use, and might even be in the way, after the war
was over. The estimate of normal profit ought strictly to
have taken account, not merely of what the profits in the
years immediately preceding the war actually were, but also
of the prospects that then existed of their increasing. It ought
further to have taken account both of the high level of general
prices prevailing during the war, in consequence of which a
given money profit represented a much smaller real profit than
before, and also of the probability that prices would be high
for some time after the war, in consequence of which larger
reserves should properly be held against depreciation. The
English excess profits duty, as operated in both wars, aimed,
in a general way, at isolating the windfall element in war
profits on these lines and at taxing this element at as high a
rate as possible ; that rate being limited only by the prospect
that, since it is not possible completely to isolate the windfall
element, a tax above, say, 80 per cent would encourage laxity
and wasteful administration and discourage enterprise in a
dangerous degree.1 The 100 per cent rate imposed in May
1940 had a political rather than economic justification. Its
economic disadvantages were, however, mitigated by various
adjustments and allowances.2
§ 5. Windfall taxation, as an instrument for raising revenue
in normal conditions, was practically unknown until the
present century. Some years, however, before the 1914-18
war, several attempts were made on the continent of Europe
to tax windfalls of a particular kind, namely, those in respect
1 The original American excess profits duty was based on the absolute
rate of profit, not on the excess above the profits obtained before the war.
It was, therefore, much less nearly a true tax on windfalls than the English
tax. It was, moreover, open to the serious objection that it penalised in-
ventions, the skilful seizing of opportunities and good management. " Some-
thing can be said for a graduated tax on income ; something can even be said
for a graduated tax on capital; but it is difficult to say anything in defence
of a tax which is graduated on the varying percentages which income bears
to capital. To penalise enterprise and ingenuity in a way that is not accom-
plished by a tax on either capital or income — that is the unique distinction
of the law " (Seligman, " The War Revenue Act ", Political Science Quarterly,
March 1918, p. 29).
a For a thorough discussion of E.P.T. cf. Hicks, The Taxation of War
Wealth, Parts ii-iv.

